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Abstract. Rapid changes are taking place at present, be it in  social, technological, economic and 
political contexts. To meet these changes, firms need to be equipped with high quality knowledge and 
skills in order to be able to create opportunities, as well as innovate and sustain their businesses. On 
top of that, firms also have to constantly improve and manage their knowledge and skills, which are 
directly related to managing intellectual capital. This is because firms that obviously emphasized on 
intellectual capital development tend to be a step ahead and almost always possess state-of-the-art 
technology, which lead to greater innovation. Moreover, scholars also agreed that a firm's competitive 
advantage largely depends on its intellectual capital, or on its known ability to manage and utilize 
knowledge. Therefore, the recognition of intellectual capital has laid the groundwork to explore new 
practices of management. 'This paper will discuss on managing intellectual capital and its relationship 
with firm performance. 
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1. Introduction 
Rapid changes are taking place, be it in social, technological, economic and political context 
occasioned by the effect of globalization. Globalization implies a borderless world where borders are 
disappearing with unprecedented movement of people, goods and services as well as capital. 
In a borderless world, people with wide knowledge and skills in most aspect of business and 
technical fields such as in human resource, accounting, information technology and legislation are 
widely accepted around the globe than those with less knowledge. To some extent, what makes them 
different from others is that the former possess greater ability to create and adapt new knowledge and 
new environment. 
In the same view, Shepherd, Douglas and Shanley (2000), Drucker (2000) and Matlay (2005) cited 
that the most common reason for business failure is lack of quality in terms of knowledge and 
experience. This statement was seconded by Minniti and Bygrave (2001) findings showing that the 
success of an organization relies on the experiences and ability to process particular information, 
making sense of the idea for transformation into an opportunity. Nonaka and Tekeuchi (1 995) in their 
theory of knowledge-based organization further stressed the important of knowledge towards the well 
being of an organization. 
On top of that, firms have to constantly improve and manage their knowledge and skills, which are 
directly related to managing intellectual capital. Intellectual capital refers to a blend of human, 
structural and relational capital that determines the future performance of a firm. Firms that obviously 
emphasized on intellectual capital development tend to be a step ahead and almost always possess 
state-of-the-art technology, which lead to greater innovation. 
Small and Medium Enterprises (SMEs) are the backbone of the Malaysian economy as their 
contribution in term of the share of total business establishments, Gross Domestic Product(GDP) and 
total employment are predominant.Chelliah, Mohamed and MohdYusof (2010) reported that in 201 0, 
SMEs represent 99.2 per cent of total business establishments in Malaysia; contributing 32 per cent of 
GDP, 19 per cent of exports, and 56 per cent of employment in Malaysia. As at December 2007, there 
are 795,353 registered companies in Malaysia. For the first quarter of 2008, 10,557 companies has 
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registered with Companies Commission of Malaysia and the increased number of companies shows 
the positive impact of government efforts to promote business growth and entrepreneurship in 
Malaysia. However, the situation does not reflect the business success in business as many ventures 
failed to survive and sustain. 
According to SME Annual Report 2008, the global financial crisis on the year 2008 had adversely 
affected the credit market in Malaysia and creates great uncertainty not only to bank and multinational 
companies but also to SMEs. In addition, between 1 October 2008 and 30 June 2009, there were 
28,323 retrenchments based on the data obtained from the Ministry of Human Resource. Of 28,323 
retrenchments, an analysis done by SMIDEC showed that 33 per cent or 9,484 workers in terms of 
number of workers of the retrenched were by SMEs. In terms of numbers of SMEs, of total number of 
1,039 companies that undertook the retrenchment exercise, 78 per cent comprised SMEs, while the 
balance consists of large companies. 
Furthermore, the effect prolonged when the Managing Director of SME Bank reported that non- 
performing loans of the SMEs in Malaysia were forecasted to rise for the year 2010 compared with 7.8 
per cent accounted for the year 2008 (SME Bank Sasar Kurangkan NPL, 20 10). The Prime Minister of 
Malaysia, Dato' Seri Mohd.NajibTun Abdul Razak added that a pilot study on impact assessment by 
the World Bank on 15 SME programs signaled the level of productivity of SMEs in Malaysia was low 
at RM44,300 per worker compared to an average of RM143,OOO per worker; indicating a Malaysia's 
lagged position behind other countries (National SME Development Council, 201 1). Business Times 
also reported that SME financing outstanding stood at RM 130 billion in February 20 1 1 accounting for 
38.3 per cent of total business loan (Phase One of Plan to Develop High Growth SME Launched, 
201 ]).Therefore, the study is significantly important as it attempts to highlight the art of managing 
intellectual capital needed to develop successful SMEs in Malaysia. 
The unit of analysis of key participants for this study is the business owners or those employees of 
executive level of SMEs operating in Malaysia. Since the study period is short and due to its heavy 
constraint, the researcher decides to choose a cross-sectional quantitative method. 
2. Intellectual Capital 
Literatures on intellectual capital indicate that studies pertaining to knowledge, skills and 
competence are based on the assumption that intellectual capital creates firm's value. Due to this, a 
number of writings related to intellectual capital come to attentions of firm during the 1990s (Sveiby, 
1997; Steward, 1997). 
Bontis (2001) cited that an economist, John Kenneth Galbraith was the first person who used the 
notion intellectual capital in 1969. Then, the Peter Drucker described intellectual capital in his 
illustration of post capitalist society. 
The term intellectual capital refers to intangible asset (Ahmad & Mushraf, 201 1). Intangible asset 
is 'an identifiable non-monetary asset without physical substance'(De1oitte Global Services Limited, 
2012). It can be harness, used repeatedly and capable of creating and adding value. Value involves the 
process of utilizing available knowledge and exchange of knowledge with another party which leads to 
creation of new knowledge or increase in the value of knowledge. 
There are plenty of generic definitions of intellectual capital in the literature and not one 
established definition amongst scholars existed. Different definitions by various scholar evidents that 
there are still attempts to define the paradigm of intellectual capital; indicating the fact that the 
terminology of intellectual capital in management science would have not yet developed.Although no 
consensus has been reach on the definition, there is an agreement that knowledge is a dominant 
element of intellectual capital and it is beneficial to firm performance. 
Alipour (2012) defines intellectual capital as 'the group of knowledge assets that are owned and/or 
controlled by an organization and most significantly drives organization value creation mechanisms 
for targeted company key stakeholders' and Sharabati and Jawad (20 10) added that it represents 'the 
wealth of ideas and the ability to innovate'. 
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3. Components of Intellectual Capital 
Intellectual capital is located in the firms' employees, structures and customers(Ngah & Ibrahim, 
2009). It is the firm's intangible assets or non-financial resources that represent the wealth of ideas for 
future growth. Many scholars have different views on the components of intellectual capital. This is 
due to the different accepted definition of intellectual capital and different methods of measuring 
intellectual capital (Joshi, Cahill, & Sidhu, 201 1). 
From the literature, some scholars in this field classified intellectual capital into three components, 
namely human capital, structural capital and relational capital (Kamukama, Ahiauzu, & Ntayi, 201 0; 
Clarke, Seng, & Whiting, 201 1; Halim, 2010; Galabova & Ahonen, 201 1; Chan, 2009; Corcoles, 
Penalver, & Ponce, 201 1; Sharabati & Jawad, 201 0; Ngah & Ibrahim, 2009; Ngah & Ibrahim, 201 1). 
Some others classify intellectual capital the same view with a little change seeing in structural capital; 
where it is divided into two, customer capital and organizational capital (Corcoles, Penalver, & Ponce, 
201 1). 
Corcoles, Penalver and Ponce (201 1); Subramaniam and Youndt (2005); Youndt, Subramaniam 
and Snell (2007); and Wexler (2002) added that the three components are closely interrelated, meaning 
that in term of knowledge acquisition, they have influence on each other. Knowledge acquisition refers 
to learning from external sources which allow the firm to expand its knowledge base, enhance the 
recognition of opportunities and threats, and grant access to new market and technological capabilities 
(Lopez-Saez, Navaz-Lopez, Martin-de-Castro, & Cruz-Gonzalez, 2010). 
3.1. Human Capital 
Human capital (HC) refers to the knowledge, abilities, experiences and attitudes possess by the 
organizational members. In other word, HC embodies the knowledge, skills (Roos & Roos, 1997; 
Joshi, Cahill, & Sidhu, 201 1; Phusavat, Comepa, Sitko-Lutek, & Ooi, 201 1; Martinez-Roman, 
Gamero, & Tamayo, 201 I), commitments, capabilities and talents which are difficult to imitate, copy, 
rare and non replaceable (Ngah & Ibrahim, 201 1). 
HC represents the collective capabilities of a firm's workforce that determine performance 
(Phusavat, Comepa, Sitko-Lutek, & Ooi, 201 1). Ibrahim, Zolait, & Subramanian (2009) stressed that 
the economic potential of a nation is dependent on the quality of its HC. Referring to the quality of HC, 
different individual have different level of understanding and different qualities of knowledge. Better 
quality of HC implies better in problem solving and value creation skills, thus better performance 
results. 
3.2. Structural Capital 
Structural capital (SC) refers to a collection of knowledge in an organization embedded in systems, 
databases and program. Halim (2010) defines SC as 'what happens among the people, how the people 
are connected within the firm and what stays when the employee leaves the company'. Bontis (1998) 
added that SC is 'the knowledge that stays within the firm'. 
Initially, SC is created by HC to guide employees on the work flow, work culture, rules and 
procedures. It is developed from time to time adapting the changes in business environment to ensure 
that a firm is functioning effectively in the profit making activities. 
SC comprises all intangible assets that shape the real firm structure and culture which fosters the 
knowledge flow and integrates different functions of a firm to improve the firm effectiveness through 
coordination (Delgado-Verde, Castro, & Navas-Lopez, 201 1). Examples of SC are structure, systems, 
data bases and corporate culture. 
However, different scholars have different views on SC. Some may even further divide SC into 
several sub components. Corcoles, Penalver and Ponce (201 1) divides SC into organizational capital 
and technological capital whilst Phusavat, Comepa, Sitko-Lutek and Ooi (201 1) divides SC into 
organizational capital and customer capital. 
3.3. Relational Capital 
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Relational capital (RC) represents all the knowledge embedded in the relationships with external 
parties which includes alliances, customers, investors, distribution networks, partners and suppliers. It 
is defined as 'the ability of an organization to create relational value with is external elements or 
external stake holders' (Halim, 2010; Joshi, Cahill, & Sidhu, 201 1). RC includes the links and 
connection of employees with their coalition partners such as customers and suppliers (Seleim & 
Khalil, 201 1). 
RC or some scholars named it customer capital (Kamath, 2007; Phusavat, Comepa, Sitko-Lutek, 
& Ooi, 201 1; Ngah & Ibrahim, 2009; Cheng, Lin, Hsiao, & Lin, 2008; Seleim & Khalil, 201 1); refers 
to intangible assets which is gathered through successful relationship with agents of the firm's 
environment such as customers, suppliers or allies (Delgado-Verde, Castro, & Navas-Lopez, 201 1). 
4. Managing Intellectual Capital 
Managing intellectual capital is about recognizing the potential of it in creating value and provides 
new opportunities for a firm (Steward, 1997). However, the potential of intellectual capital will not be 
realised and function without proper actions taken in the form of management. It creates a necessity 
for firms to search and explore the art of managing intellectual capital. 
Managing intellectual capital associates with managing knowledge. Knowledge comes from 
experience, learning, talents and collaborative effort through times (Alsaaty, 201 1). It exists within 
human capital, structural capital and relational capital and cannot be diminished even when new 
knowledge emerges. It depreciates in value as new knowledge replaces the old. Concerning on the 
depletion in the value of knowledge, firm should constantly renewing knowledge. 
With much has been said that intellectual capital is closely linked to the success of a firm's 
strategy, an effective management approach is about linking all the thread of knowledge that pervades 
the firm. It involves the process of identification of the type and location of intellectual capital resides, 
brings relevant connections together and makes them available for planning the firm's strategy. 
Moreover, it takes a long time for firms to develop organizational competencies because they 
represent learning from training and experience gaining over time. They need to comprehend the 
contribution made by intellectual capital so that maximum competitiveness is achieved. Firms should 
not compromise with any factors that allow the competency level to fall. Necessary actions are needed 
to secure knowledge so that the competency level of the firms is preserved. 
Intellectual capital is embedded within an organization in various forms be it in production method, 
management practices, information system or extensive cooperation relation with customers. They tied 
up in organizational process. Strong management skills are required to analyze each component of 
intellectual capital not only to reveal the competency gap but also to take necessary actions to filling 
the gaps. 
4.1. Managing Human Capital 
The knowledge based economy places a high premium value on human capital. No doubt that 
the largest component of intellectual capital is HC and managing HC implies managing employees. It 
is through the critical part of employees in term of application of knowledge that the other components 
are able to function and contribute to a firm. Finding the right people for the right post is prudent not 
only to the process of creating value but also to show best names in every position and to improve the 
knowledge stock beneficial to firm performance. 
Knowledge is wide and evolves through time. Qualities of knowledge in each people are 
different and limited; only certain people are assumed to have relevant expertise. Expertise can be 
measured by the level of education, knowledge and skills. The better the expertise, the greater the 
capacity to innovate and the better the opportunities of a firm to add value and earn profit. 
In addition, technology and business environment are constantly changing through times, with 
new knowledge replacing the old. Firms should have a mechanism to cope with these changes. One 
way to do so is by developing HC with proper learning and training (Joshi, Cahill, & Sidhu, 201 1). 
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Knowing who needs training and which training is relevant and important requires a tool known as 
Training Need Analysis (TNA). TNA is an identification of training requirements to fill a gap between 
what is required of employees to perform their job proficiently and what they actually possess. TNA is 
performed to ensure that the employees' knowledge are up to date and they are capable of adapting 
and managing changes, consequently direct the firm to perform better in a competitive market. 
HC is not owned by a firm and firm could not afford to lose any working ideas in the 
innovation process when employees leave the firm. Bear in mind that ideas cannot be formally 
protected and vulnerable to infringement in terms of plagiarism. Therefore, solution is to secure non- 
disclosure agreements or secrecy agreements with the employees. It is very important and useful in the 
event of future dispute when the person leaves the firm or breaching the trust or brings the valuable 
information for the benefits of the outsiders. 
Furthermore, managing HC will raise the sense of 'esprit de corps' and grow the 'sense of 
belonging' amongst employees where they feel secure, well taken care of and consequently having 
pleasure and satisfaction of what they are doing. 'Esprit de corps' refers to the feelings of loyalty, 
enthusiasm, and devotion to a group among people who are members of the group (Meriam-Webster 
Incorporated, 2012) whereas 'sense of belongings' refers to the feeling of attachment. For instances, 
firm may organize team building programs to establish the sense of 'esprit de corps', and install 
bonuses and incentives in the remuneration package to grow the 'sense of belonging'. 
Moreover, the qualities of knowledge depends on education level and life experience of employees. 
They acquired knowledge during their lifetime either formally or informally from their workplace or 
elsewhere. The larger an employee involves with an organization, the greater the volume of 
knowledge they posses. The greater the volume of knowledge the employees possess the higher they 
expect the remuneration package will be. In this sense, the employees need motivation to work and 
function effectively. In order to motivate employees, establishing attractive rewards in the 
remuneration package can be means to encourage them to work harder to achieve certain goals. 
Rewards also influence employees to enjoy working as they believe in financial reimbursement, 
incentives and job promotion. Therefore, installing the right remuneration package based on the 
qualities of knowledge gives pleasure and satisfaction; thus establishes loyalty to the firm as well as 
encourages them to excel, consequently improve the performance of firm. 
4.2. Managing Structural Capital 
Organization does not have ownership of knowledge as employees take tacit knowledge with them 
when they leave the workplace either by moving to other organization, resign or retire. Tacit 
knowledge is referred as the knowledge that people possess but do not articulate. It is associated with 
skill, know-how and working knowledge(McAdam, Mason, & McCrory, 2007). Managing SC 
involves securing knowledge used in business operation. SC need to be documented as it is the 
structure of a firm that make it to operate effectively. 
Another way of managing SC is to get the work process documented according to the IS0 
9001:2008 Quality Management certification. IS0 9001:2008 is a quality management system that 
provides a set of standardized requirements, laying down the work process quality system with the 
objectives of meeting the customer's quality and regulatory requirements, enhancing customer 
statisfaction as well as achieving continual improvement of its performance (International Standards 
for Business, Government and Society, 201 1). 
In addition, organizational knowledge has been in existence since a firm's establishment. It should 
be reviewed to verify the relevancy of meeting the changing of business environment and its ability to 
provide the same value that is originally contributed. This is important to maintain and enhance the 
firms's positioning amongst competitors in the marketplace. Documentation of SC through the 
establishment of storage devices and databases allow firms to replace those obsolete knowledge with a 
new one in tandem with the changes of business environment. 
Furthermore, knowledge that are documented requires protection from outsiders. A loss of data 
may interupt the business operation and is a cost to a firm. A few ways of protecting the data are 
through installing firewall or antivirus and anti-spyware security software, employing computer 
programmer to manage the firm's database, setting password in computer programs as well as creating 
backup system and database. 
Finally, structural capital can be managed by registering patents, trademark and copyrights. This is 
to make sure that competence stays even when there is movement of employees within the firm or 
when employees leave the firm. 
4.3. Managing Relational Capital 
Knowledge of a person has its limits. It is impossible for employees of a firm to know everything 
related to their business matters and they need outside knowledge to be creative and innovative. Also, 
the vast changing of technology creates is a barrier for them to comprehend and captures all the 
changes. Therefore, firms must support and nurture an environment that promotes sharing of 
knowledge and abilities through organizational learning (Delgado-Verde, Castro, & Navas-Lopez, 
201 1). 
Organizational learning involves relationship with external parties such as customers and suppliers 
and tends not to be considered as source of knowledge unless good relations are built with them. For 
example, customers and suppliers learn about the business as they mix with others. Good rapports with 
the customers and suppliers promote a sharing of knowledge environment that act as a medium of 
discussion about other products, technology, interest, need and preference which will benefits both 
parties. 
Often, existing customers may become brand loyalty and referee to other potential customers. 
Managing customers by offering after sales service or giving warrantee is a way to establish a good 
relationship with customers. It will consequently establishes brand loyalty and the tendency of existing 
customers to recommend others to purchase the product is very high. 
In addition, building relationship requires interaction between two parties, the sender and recipient. 
The interaction will occurs when both parties have the same level of understanding or some 
knowledge on the matters of discussion which is triggered by good communication skills. Therefore, 
training on communication skills show important in establishing good relationship with external 
parties. 
Furthermore, networking with other external parties in the same industry, government departments 
and business support organizations provide opportunities and access to outside knowledge which is 
sometimes hard to access. Establishing good relationship with them opens the door for discussion, 
negotiation and cooperation. It will assist firms not only to grow knowledge of employees but also to 
facilitate in getting other things done. 
5. Conclusion 
Nevertheless, the most crucial part in managing intellectual capital is having commitment and 
strong management will to perform a holistic approach to maximize the value of intellectual capital 
that contribute to the firm performance. Rastogi (2003) define holistic as to coordinate, orchestrate and 
deploy its knowledge resources toward creating value in pursuit of its future vision. It involves team 
work from all personnel, both from the upper and lower level of management to achieve great results. 
In short, it is the process of renewing, organizing and transforming intellectual capital that the firm 
defines its future capabilities and values. Each component of intellectual capital; namely human 
capital, structural capital and relational capital requires different unique kinds of management. 
Managing each of these components is vital for a firm to survive or enjoy competitive advantage 
benefits. 
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